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ABSTRACT 
 
The study has the attributes of pioneering attempt in examining the research gaps and 
evaluating the role of the moderating effect of political stability (PS) on the 
relationships between macroeconomic variables, business environment variables and 
the foreign direct investment (FDI) inflows in the case of promising nation such as 
Pakistan in the SAARC region. Indeed, the study poses a new stream of research in 
investigating the effect of political stability as moderating variable, recognizing the 
importance of PS as a critical variable in the course of foreign investment, thus, the 
research framework of this study was designed with integration of New Growth 
theory and firm theory in tracing the impact of political stability on foreign direct 
investment. This study was confined to the annual data for the period 1991 to 2011 
obtained from the official sources such as SBP, UNCTAD, World Bank and IMF. In 
its empirical analysis, this study used the ADF test to check the stationary of the data 
using EViews and hierarchal regression using SPSS statistical software packages. The 
moderating effects of the determinants political stability on the relationships were 
empirically examined. The findings of this study revealed that GDP growth rate, 
degree of openness, inflation rate, corruption control index and political stability were 
significant predictors of FDI inflows; whereas, other determinants such as exchange 
rate and infrastructure were not significant in the case of Pakistan. These findings, 
therefore, strongly suggested that political stability is very important for the country’s 
domestic and foreign investment in the future course of direction. The study makes 
several practical inferences for designing suitable macroeconomic policy and 
undertaking measures to promote a high economic growth with rising FDI inflows in 
the political economy of Pakistan.  
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ABSTRAK 
 
Kajian ini merupakan satu usaha rintis yang meneliti jurang penyelidikan dan menilai 
peranan kesan kesederhanaan kestabilan politik (Political Stability) ke atas hubungan 
antara pemboleh ubah makroekonomi, pemboleh ubah persekitaran perniagaan dan 
Pelaburan Langsung Asing (FDI). Kajian ini melibatkan kes negara yang berkeupayaan 
seperti Pakistan dalam lingkungan rantau negara-negara di  Asia Selatan. Sesungguhnya, 
kajian ini menonjolkan satu aliran baru penyelidikan dalam menyiasat kesan kestabilan 
politik sebagai pemboleh ubah sederhana. Selain itu, kajian ini cuba  menyerlahkan 
kepentingan kestabilan politik sebagai pemboleh ubah kritikal di dalam pelaburan asing. 
Oleh itu, rangka kerja penyelidikan kajian ini telah direka dengan mengintegrasikan 
teori Pertumbuhan Baru dan teori Pelaburan dalam menjejaki kesan kestabilan politik ke 
atas pelaburan  asing secara langsung. Kajian ini terbatas kepada data tahunan bagi 
tempoh 1991 hingga 2011 yang diperolehi daripada sumber-sumber rasmi seperti Bank 
Negara Pakistan, UNCTAD, Bank Dunia, IMF dan tinjauan ekonomi Pakistan. Dalam 
analisis empirikal, kajian ini menggunakan ujian ADF untuk memeriksa data yang 
pegun menggunakan EViews dan regresi hierarki dengan menggunakan pakej perisian 
statistik SPSS. Kesan-kesan kesederhanaan penentu kestabilan politik dalam hubungan 
juga diperiksa secara empirik. Hasil kajian ini menunjukkan bahawa kadar pertumbuhan 
Keluaran Dalam Negara Kasar (KDNK), tahap keterbukaan, kadar inflasi, indeks 
kawalan rasuah dan kestabilan politik merupakan peramal yang signifikan bagi aliran 
masuk pelaburan langsung asing. Manakala penentu lain seperti kadar pertukaran dan 
infrastruktur adalah tidak ketara dalam kes negara Pakistan. Oleh itu, penemuan ini 
dengan jelas mencadangkan kestabilan politik amat penting bagi pelaburan domestik 
dan asing di negara ini dalam menentukan hala tuju masa depan. Kajian ini membuat 
beberapa kesimpulan praktikal untuk mereka bentuk dasar makroekonomi yang sesuai 
dan melaksanakan langkah-langkah untuk menggalakkan pertumbuhan ekonomi yang 
tinggi dengan peningkatan aliran masuk pelaburan langsung asing dalam ekonomi 
politik Pakistan.  
 
 
Katakunci: Pemboleh Ubah Makroekonomi, Persekitaran Perniagaan, Kestabilan 
Politik, Pelaburan Langsung Asing, Pakistan 
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CHAPTER ONE 
INTRODUCTION 
 
 1.1 Background of the Study 
 
It has been widely acknowledged in theory as well as in practice that 
Foreign Direct Investment (FDI) leads to several economic benefits to the recipient 
country by providing capital, foreign exchange, transfer of technology, 
organizational framework and managerial skills, infusing competition and 
facilitating exports by enhancing her access to foreign markets (Brooks & 
Sumulong, 2003; Gorg & Greenaway, 2004; Crespo & Fontura, 2007; Salman & 
Feng, 2010; UNCTAD, 2011; Javed et al,. 2012). Some economists have opined 
that FDI can also induce increase in the domestic investment through its backward 
and forward linkages involved in the process of infusing innovation and boosting 
economic growth in the host country (Brooks & Sumulong, 2003; Awan, Khan, & 
us-Zaman, 2011).  
By and large, the significance of FDI flows for both the developing and 
developed countries is widely recognised in the economic literature. Over the last 
decade of the twentieth century, FDI inflows have increased at least double than 
the trade flows in the world economy (Sinani & Meyer, 2003; Rajana et al., 2008). 
During the first decade of the 21st century, thus, FDI in the world economy has 
grown very fast. Developing countries have tended to enhance their capital 
formation in their industrialization process by seeking the help of foreign capital 
through FDI. The process is encouraged since marginal productivity of capital is 
presumed to be high in these countries, so that investors from the developed world 
would estimate high returns for their capital invested in developing economies. In 
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the thesis is for 
internal user 
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